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1. Background 
1.1  Health Financing Context in Oromia Region
The Oromia Region has an estimated population of 44.5 million, with approximately 6.3 million households enrolled in the Community-Based Health Insurance (CBHI) program across 294 rural woredas and 52 towns. Health services are delivered through more than 14,000 public and private health facilities. In alignment with the Health Sector Transformation Plan II (HSTP-II), Oromia has prioritized quality and equity of care, information revolution, competent workforce development, sustainable health financing, and effective leadership and governance.
2.2 Overview of Community-based Health Insurance
Health insurance is a prepayment financing mechanism that pools financial resources to protect households from financial hardship and improve access to essential health services. The major types include Community-Based Health Insurance (CBHI), Social Health Insurance (SHI), and Private Health Insurance (PHI). Health insurance is guided by principles of risk sharing, equity, solidarity, and participation, and performs three core financing functions: resource mobilization, risk pooling, and strategic purchasing.
The Oromia CBHI program was initiated as a pilot in 2003 EFY (2011 GC) in four woredas and has expanded to 345 schemes across the region. Evaluations have shown improvements in health service utilization, financial protection, health outcomes, and facility revenue sustainability.
2. Current Status and Achievements of CBHI Implementation
Household membership coverage increased from 25% in 2009 E.C. to 96% in 2017 E.C. During 2017 E.C., out of 6,542,310 targeted households, 6,280,618 households (96%) were enrolled. Of these, 4,581,306 (83%) were premium-paying members and 1,699,312 (27%) were indigent households. Membership renewal performance reached 96%, exceeding the planned 94% target.
In the same year, 7.4 billion ETB was collected from different sources as CBHI member contributions. About 21.6 million beneficiaries accessed healthcare services from all health facilities which signs agreement, and 2.9 billion ETB was reimbursed to contracted healthcare providers through the scheme.
The capitation payment reform, introduced in 2021, has expanded to 341 health facilities and strengthened provider financing through evidence-based categorization, periodic rate adjustments, and performance-linked payments. The 5% performance-based payment mechanism links provider payments to quality, accountability, and efficient resource utilization. Continued reforms focus on strengthening strategic purchasing, digital monitoring, risk adjustment, and financial sustainability to advance Universal Health Coverage in Oromia Region.
3.  Strategic Purchasing and Capitation Payment Reform
Strategic purchasing enables health purchasers to make informed decisions on what services to purchase, from whom, for whom, and how providers should be paid to improve efficiency, quality, equity, and financial protection.
In Oromia, capitation payment was introduced as a strategic purchasing mechanism to provide prospective payments to health facilities based on population coverage and facility performance. The system aims to strengthen primary health care, encourage efficient resource utilization, improve accountability, and promote preventive and cost-effective service delivery.
The Oromia Capitation Program began in 2021 as a pilot in a total of five health centers, 3 health centers in Sodo Dache rural woreda and two in Sendafa town. By 2023, it had expanded to 70 health centers in eight zones and four towns, including Jimma, Buno Bedelee, West Arsi, Arsi, East Shewa, West Hararge, South West Shewa, and North Shewa. The towns involved were Shaggar City, Shashamane, Jimma, and Sendafa. Health centers were categorized based on service utilization rates and comprehensive clinical audit performance. Shaggar City started piloting capitation in July 2023 with 25 health centers.
Currently, the capitation payment system under the Community-Based Health Insurance (CBHI) program has expanded to include 341 health facilities across 13 zones and six city administrations/towns in the Oromia Region. 
The capitation rates have shown a progressive increase across the three implementation rounds, reflecting adjustments based on service costs, utilization patterns, and program experience. In the first implementation round in 2015 EFY, the monthly capitation rates were set at 349 ETB for Category A, 272 ETB for Category B, and 162 ETB for Category C facilities.
During the second implementation round in 2016/2017 EFY, the rates were increased to 649 ETB for Category A, 501 ETB for Category B, and 329 ETB for Category C facilities, with the introduction of a hospital capitation rate of 720 ETB.
The program was designed to contribute to achieving Universal Health Coverage (UHC), which aims to ensure access to essential health services for all without financial hardship. Achieving UHC requires governments to mobilize resources, distribute them equitably, and use them efficiently to maximize health outcomes, ensure quality care, and protect households from out-of-pocket expenses. 
Capitation payment rates increased steadily over the three implementation rounds, reflecting periodic revisions to accommodate rising service costs, inflation, and the expansion of the Community-Based Health Insurance (CBHI) program. 
Although capitation payment promotes efficiency and cost containment, it may not adequately incentivize quality of care, provider accountability, and the delivery of priority public health services when implemented alone. To address this limitation, the Oromia Community-Based Health Insurance (CBHI) program links 5% of the approved capitation payment to performance, while the remaining 95% is disbursed routinely. The withheld amount is released semi-annually based on performance assessment results, with full, partial, or no payment depending on the level of achievement. Performance is evaluated using predefined indicators, including timely claims and reporting, medicine availability, service utilization, client satisfaction, emergency and referral management, compliance with the Essential Package of Health Care and the regional capitation design, and the transparent use of capitation funds. This blended payment approach aligns provider incentives with quality improvement, accountability, efficient resource utilization, and the long-term sustainability of the CBHI program.
The scale of the capitation payment modality expanded substantially over the three years. The number of CBHI households assigned to participating health facilities increased from 304,868 in 2016 EFY to 419,624 in 2017 EFY and reached 1,074,160 by the year of 2018 EFY. Correspondingly, total capitation payments rose from ETB 37.5 million in 2016 to ETB 217.1 million in 2017 and ETB 1.1 billion in 2018, reflecting the rapid expansion of the program.
Health facilities were categorized based on a weighted scoring system in which the total number of beneficiaries utilizing health services at each facility contributed 70% of the overall score, and the comprehensive clinical audit (medical audit) score contributed 30%. The weighted scores from these three indicators were combined to classify the included health centers into categories.
The final allocation to each health facility is determined not only by the weighted categorization indicators but also by the total revenue generated by the scheme and the expenditures incurred for health service providers operating outside the capitation payment arrangement, including hospitals, Kenema pharmacies, Red Cross facilities, and other providers reimbursed through alternative payment mechanisms. During the previous fiscal year, 45% of the total scheme revenue was allocated for distribution among health facilities operating under the capitation payment modality, 5% was retained as a contingency reserve, and the remaining 50% was designated to finance services provided through other provider payment mechanisms for facilities not covered by the capitation system.
Oromia region performance in 2024/25GC showed that a total of 419,624 enrolled households is mapped and assigned to implementing health facilities.  For those assigned households health facilities pre-paid a total 217,063,974 ETB. The selected health center demonstrated high service utilization by serving 1,074,994 clients over the fiscal year, which translates to an active utilization rate of 2.56 visits per household. 

During the same Fiscal Year, the capitation health facilities effectively managed their financial resources by directing a total expenditure of 208,452,114 ETB toward direct patient-centered care. The vast majority of this capitation funding was expensed to essential medical treatments, with the expense for medicine and medical supplies serving as the primary cost driver at 141,801,886 ETB (approximately 68.0% of the total budget transferred), an expense for diagnostic services 35,699,483 ETB (17.1%) to ensure evidence-based testing, while an expense for card/patient consultation is 29,022,957 ETB (13.9%). The cost per visit ranged from 94 ETB to 215 ETB depending on the facility and the regional cost per visit is 194 ETB. 
The implementing health centers delivered highly efficient clinical services during the fiscal year, achieving a 90.19% pharmacy dispensation rate by fully supplying medicines to 960,198 out of 1,064,659 patients, alongside an outstanding 95.05% diagnostic fulfillment rate by successfully completing all requested tests for 506,394 out of 532,751 clients.
During the fiscal year, the health facilities purchase drugs and medical supplies with a total of 540,116,288 ETB to improve service delivery. The dominant share of the supply was sourced directly from EPSA, which accounted for 418,954,117 ETB approximately 77.6% of the total purchased. 
By 2018 Ethiopian Fiscal Year (EFY), a total of ETB 1,149,948,079 had been allocated from the revenue collected by the selected schemes for distribution among participating health facilities. The allocation was based on the approved capitation payment framework. Of the 1,074,160 households assigned to the participating health facilities, 988,107 households (91%) utilized health services during the reporting period.
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